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The term "operat ional  audi t ing"  i s  one of t h e  terms 

used t o  i d e n t i f y  a kind of aud i t ing  t h a t  goes beyond examina- 

t i o n  of accounting and r e l a t e d  records f o r  the purpose of 

expressing p ro fes s iona l  opinions on financial--statements 

o r  checking accoun tab i l i t y  f o r  funds.  The extended a u d i t -  

ing  involves examining i n t o  t h e  operat ing,  managerial, o r  

admin i s t r a t ive  performance of s e l ec t ed  aspects of an a c t i v i t y  

o r  organizat ion beyond t h a t  requi red  f o r  t h e  a u d i t  of t h e  

accounts and f i n a n c i a l  t r ansac t ions .  

The primary purpose of such extended aud i t ing  i s  t o  

-: e v a l u a t e - t h e  qciality of management o r  opera t iona l  performance 

and to i d e n t i f y  oppor tun i t i e s  f o r  g r e a t e r  e f f i c i e n c y  and 
.. 

economy, o r  f o r  increased e f f ec t iveness  i n  car ry ing  out  

procedures o r  opera t ions .  The b a s i c  ob jec t ive  i s  improve- 

ment i n  r e l a t i o n  t o  t h e  goals  of t h e  organizat ion.  
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One good b r i e f  bu t  s i m p l e  and down-to-earth s ta tement  

of t he  essence of ope ra t iona l  aud i t ing  comes from W i l l i a m  

H .  Allen,  who used t o  head t h e  I n s t i t u t e  f o r  Publ ic  Se rv ice  

i n  New York. H e  pu t  it t h i s  way: 

That each man on a p a y r o l l  a c t u a l l y  received 
t h e  pay charged f o r  him doesn ' t  prove t h a t  he worked 
t h e  hours f o r  which he w a s  paid;  t h a t  h i s  work w a s  
worth h i s  pay; t h a t  he d id  any work bu t  c o l l e c t  h i s  
pay; o r  t h a t  t h e r e  was any work €or him t o  do. 

SOME GENERAL PRINCIPLES 

The approach t o  be  followed i n  making an ope ra t iona l  

a u d i t  i s  n o t  r e a l l y  much d i f f e r e n t ,  i n  concept a t  least ,  than  

t h a t  followed i n  an a u d i t  of financial operat ions.  These t h r e e  

broad s t eps  would b e  performed f o r  almost any type of  a u d i t :  

1. A prel iminary survey of t h e  a c t i v i t y  being examined 

should be  made t o  ob ta in  necessary background and o ther  

working information f o r  use i n  making t h e  a u d i t .  

This s t e p  should a l s o  inc lude  a c a r e f u l  study of  

t h e  b a s i c  c h a r t e r  o r  assignment of r e s p o n s i b i l i t y  

f o r  t h e  a c t i v i t y  being examined t o  f ind  out  j u s t  

what it has been authorized t o  do and t h e  n a t u r e  and 

ex ten t  of t h e  a u t h o r i t y  given i t  t o  c a r r y  ou t  i t s  

purposes. 
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2 .  P e r t i n e n t  parts of t h e  management system should b e  

examined by studying t h e  p o l i c i e s  e s t ab l i shed  t o  

govern t h e  a c t i v i t i e s  under examination, t e s t i n g  

t h e  e f f ec t iveness  of s p e c i f i c  operat ing and admini- 

s t ra t ive procedures and p r a c t i c e s  followed, and 

f u l l y  explor ing t h e  s i g n i f i c a n t  problem a reas  o r  

weaknesses encountered, 

Reports on r e s u l t s  of t h e  a u d i t  work performed should 

then be prepared and submitted t o  those r e spons ib l e  

f o r  rece iv ing  o r  a c t i n g  on t h e  a u d i t o r ' s  f i n d i n g s  

and recommendations. This phase may a l s o  inc lude  

o r a l  p re sen ta t ions  of t h e  r e s u l t s  of the  a u d i t o r ' s  

work. 

3 .  

IDENTIFICATION OF PROBLEM AREAS 

Numerous techniques are a v a i l a b l e  t o  t h e  aud i to r  t o  help 

him i d e n t i f y  problem a reas  t h a t  c a l l  f o r  more pene t r a t ing  

examination. Here are some examples: 

Survey Work 

During t h e  prel iminary survey work through which p r a c t i c a l  

working information i s  obtained on how an a c t i v i t y  i s  supposed 

t o  func t ion  and on how c o n t r o l  procedures are supposed t o  work, 

key f e a t u r e s  o r  a spec t s  can usua l ly  b e  i d e n t i f i e d  which appear 

t o  be  d i f f i c u l t  t o  c o n t r o l  e f f e c t i v e l y  o r  t o  be s u s c e p t i b l e  t o  

abuse. 



In a pur * nasing opera t ion ,  f o r  e,  t h e  fol lowing 

t h r e e  steps are usua l ly  v i t a l  t o  e f f i c i ency :  

1. 

2. 

3 .  

If 

The process  of  determining t h e  q u a n t i t i e s  and t h e  

q u a l i t y  of materials t o  b e  purchased; 

t h e  procedures followed i n  obta in ing  t h e  most 

reasonable p r i c e s ;  and 

t h e  methods followed t o  determine whether t h e  

q u a n t i t i e s  and q u a l i t y  ordered are a c t u a l l y  received.  

t h e  aud i to r  judges t h a t  t h e  performance of any of 

these  processes i s  n o t  only c r i t i c a l  b u t  may be  d e f i c i e n t ,  

he would b e  j u s t i f i e d  i n  concent ra t ing  h i s  t e s t i n g  work on 

them. 

The va lue  of t h e  survey method can be  i l l u s t r a t e d  wi th  

a s p e c i f i c  GAO example. 

load of a Veterans Administration ou t -pa t i en t  c l i n i c ,  t h e  

a u d i t o r s  noted t h a t  t h e  c l i n i c  had more d e n t a l  p a t i e n t s  

than it could handle and t h e r e f o r e  had t o  send a l a r g e  

number of p a t i e n t s  t o  p r i v a t e  d e n t i s t s  a t  extra c o s t .  

t h e  same t i m e ,  they noted t h a t  there w a s  a VA h o s p i t a l  n o t  

far away which d i d  n o t  have enough work f o r  i t s  d e n t a l  s ta f f .  

The agency had a good pol icy  of r equ i r ing  i t s  s t a t i o n s  t o  

g e t  cu r ren t  information about d e n t a l  resources a t  ad jacen t  

s t a t i o n s  blit t h i s  po l icy  w a s  n o t  being c a r r i e d  out  i n  t h i s  

I n  g e t t i n g  information on t h e  work- 

A t  



case ,  The audi tors  took t h e  matter up with the  two s t a t i o n s  

w i t h  the r e s u l t  t h a t  t h e  c l i n i c  began re fer r ing  dental  cases  

t o  t h e  h o s p i t a l  at a r a t e  which involved an annual saving of 

$90,000.  

Review of Management Reports 

In te rna l  repor t s  which t h e  management i t s e l f  regular ly  

uses t o  obtain information on progress,  s t a t u s ,  o r  accomplish- 

ment of work can be valuable sources of information on possible  

problem areas  suggesting audi t  a t ten t ion .  

Review of In t e rna l  Audit o r  Inspection Reports 

These r e p o r t s  can a l so  be a very valuable source of 

information on problems. 

independent audi tor  a r e  those repor t s  which br ing t o  l i g h t  

important f indings on which the management has not  acted.  

In  such cases, the  audi tor  should inquire  in to  the  reasons 

and j u s t i f i c a t i o n  f o r  inac t ion  s ince  these fac tors  may shed 

l i g h t  on weaknesses i n  t h e  management system t h a t  have n o t  

previously been brought t o  the a t t en t ion  o f  the  top manage- 

ment f o r  resolut ion.  

Phys iczf Inspect ions 

Of i n t e r e s t  pa r t i cu la r ly  t o  the  

Physical inspections of an organizat ion 's  a c t i v i t i e s  

and f a c i l i t i e s  can be a most usefu l  way G €  ident i fying poss ib le  

inef f ic ienc ies  o r  problems t h a t  warrant the audi tor ' s  a t t en t ion .  
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Examples a r e  accumulations of equipment or  mater ia l  t h a t  

appear t o  be excess t o  reasonable needs; i d l e  o r  l i t t l e -  

used equipment; idleness  of employees; quant i t ies  of product 

re jected by inspectors  (or customers) ; performance of extensive 

rework operations;  disposal  of apparently usable mater ia l s  

o r  equipment; and the l i k e .  

Test Examinations of Transactions 

A very useful  way to obtain a p r a c t i c a l  working in s igh t  

i n t o  the eff ic iency of procedures i s  t o  t r a c e  a number of 

t ransact ions per ta ining t o  the organizat ions '  operations 

completely from beginning to end. This kind of t e s t i n g  w i l l  

usual ly  provide the audi tor  with valuable information on the  

way the  organizat ion 's  business i s  ac tua l ly  t ransacted.  

w i l l  a l so  give him valuable ins ights  on the usefulness of 

It 

prescribed procedures, on the  c a p a b i l i t i e s  of the employees 

involved i n  the various steps, and on possible  weaknesses i n  

procedures o r  prac t ices  t h a t  should be corrected.  

Discussions w i t h  Off ic ia l s  and Employees 

The audi tor  can obtain valuable information on problems 

he should be concerned with through discussions w i t h  responsible  

o f f i c i a l s  i n  the organization and other  employees engaged i n  

the operations being examined. The degree of success i n  

obtaining u s e f u l  information i n  t h i s  way i s  i n  large p a r t  

dependent on the aud i to r ' s  reputat ion f o r  independent and 



cons t ruc t ive  inqu i ry ,  If he i s  regarded with f e a r  because 

of overly c r i t i c a l  r epor t ing  i n  t h e  p a s t ,  t h i s  source of  

information may n o t  be productive.  

TESTING EFFECTIVENESS OF PROCEDURES AND PRACTICES 

I n  h i s  prel iminary review work on management c o n t r o l s ,  

t h e  aud i to r  should consider  such f a c t o r s  as these :  

1. Whether t h e  p o l i c i e s  of t h e  organiza t ion  seem t o  

f i t  i n  wi th  i t s  b a s i c  c h a r t e r  o r  gran t  of a u t h o r i t y .  

Whether t h e  system of procedures and management 

c o n t r o l s  are designed t o  c a r r y  out  those p o l i c i e s  

and resu l t  i n  a c t i v i t i e s  being conducted as d e s i r e d  

by t h e  top management, and i n  an e f f i c i e n t  and 

economical manner. 

Whether t h e  system of management con t ro l s  provides  

adequate c o n t r o l  over t h e  o rgan iza t ion ' s  resources ,  

revenues, cos t s ,  and expenditures.  

2. 

3 .  

Good judgments on these  broad f a c t o r s  r e q u i r e  cons iderable  

work on the  pa r t  of t h e  a u d i t o r  bu t  such work i s  necessary as 

a a foundztion f o r  e f f e c t i v e  ope ra t iona l  aud i t ing .  
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Some of t h e  s p e c i f i c  f a c t o r s  which t h e  a l e r t  a u d i t o r  

should consider  i n  a s ses s ing  a management con t ro l  system 

and iden t i fy ing  problems which should be  examined more 

thoroughly inc lude  t h e  following: 

-- The use by t h e  management of s tandards o r  goa ls  

f o r  judging accomplishment, p roduc t iv i ty ,  e f f i c i e n c y ,  

o r  use of goods o r  s e r v i c e s .  

- -  Lack of c l a r i t y  i n  written i n s t r u c t i o n s  which may 

r e s u l t  i n  misunderstandings, i n c o n s i s t e n t  app l i ca -  

t i o n s ,  unacceptable dev ia t ions  i n  what was wanted, 

and t h e  l i ke .  

-- Capaba l i t i e s  of employees t o  perform t h e i r  d u t i e s .  

-- F a i l u r e s  t o  accept  respons i -b i l i ty .  

-- Apathy. 

- -  Duplicat ion of  e f f o r t .  

- -  Improper o r  was te fu l  u se  of funds or  o the r  assets. 

-- Cumbersome o r  extravagant  organiza t iona l  p a t t e r n s .  

-- I n e f f e c t i v e  o r  wasteful  use  of employees and phys ica l  

resources .  

-- Work backlogs. 

There are many o the r  poss ib l e  weaknesses t o  probe. This 

l i s t  i s  merely suggest ive.  



DEVELOPPENT OF AUDIT FINDINGS 

When the  audi tor  f inds what  seem t o  h i m  t o  be f a u l t y  

conditions or  r e s u l t s  of prac t ices ,  he has t o  decide how 

much fur ther  examination work w i l l  be  necessary. First, 

however, the audi tor  should take up h i s  preliminary observa- 

t ions  with the  responsible  managers. I f  they a r e  incl ined 

t o  pursue the matters ,  the audi tor  may not  need t o  go i n t o  

them any fu r the r ,  a t  least  a t  t h a t  t i m e .  This i s  a des i rab le  

r e s u l t  because t h e  audi tor  has made a contr ibut ion and he 

can go on t o  something e l se .  

On the  other  hand, if ' the  managers are not  convinced 

t h a t  they should do anything, the  audi tor  should penetrate  

fur ther .  He should then examine spec i f ic  cases ,  t ransac t ions ,  

o r  other  u n i t s  of operation i n  s u f f i c i e n t  depth t o  reach va l id  

conclusions, t o  repor t  f a i r l y  on the r e s u l t s  of the  work, and 

t o  support s a t i s f a c t o r i l y  any recommendations he f e e l s  ca l l ed  

upon t o  repor t  t o  t h e  management. 

Developing spec i f i c  findings i s  the hear t  of operat ional  

audi t ing.  Essent ia l ly ,  t h i s  process involves obtaining as 

much per t inent ,  s ign i f i can t  information about each problem 

as i s  pract icable  and evaluating it i n  terms of  cause, e f f e c t ,  

and possible  courses of cor rec t ive  act ion.  
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In  d e v a p i n g  h i s  specif ic  f i n d i n g e n d  conclusions, 

the auditor m w t  do an adequate amount of analyt ical  work 

and he must accumulate enough supporting evidential  material  

t o  enable h i m  t o  present a convincing case. He w i l l  need t o  

systematically perform these steps:  

1. Identify specif ical ly  what the problem is--  

that  i s ,  what i s  def ic ient ,  what i s  defective,  

what i s  i n  error ,  and the l i k e ,  

2 .  Determine whether the condition i s  an isolated 

one o r  i s  widespread. 

Determine the significance of the deficiency i n  3 .  

terms of unnecessary costs ,  poor performance, o r  

other e f fec ts .  

4.  Find the cause o r  causes f o r  the condition. 

5. Identify the persons i n  the organization responsible 

for  the deficiency. 

6 .  Determine possible l i nes  of corrective or  preventive 

action and formulate constructive recommendations. 

A very necessary step t o  take before reaching conclusions 

and preparing the report  i s  t o  review the findings w i t h  manage- 

ment o f f i c i a l s  responsible f o r  the area being examined. 

step i s  very important t o  the audit  process since it  gTves 

This  



t h e  audi tor  the  opportunity t o  obtain f u l l  information and 

r e l a t ed  explanation about the  problems from o f f i c i a l s  

who should know most about t h e  operation. This process 

not  only gives the  responsible o f f i c i a l s  t he  opportunity 

t o  provide such explanations on matters of d i r e c t  concern 

t o  them but  i t  enables t h e  audi tor  t o  draw h i s  conclusions 

and t o  formulate h i s  recommendations more r e a l i s t i c a l l y  and 

more object ively.  

RELATIONSHIP OF AUDITOR TO MANAGEMENT 

The audi tor  should adopt the  viewpoint t h a t  t he  conduct 

of operations e f f i c i e n t l y ,  economically, and e f f ec t ive ly  i s  

a bas ic  management respons ib i l i ty .  

be discharged i n  the l i g h t  of each organizat ion 's  d u t i e s ,  

r e spons ib i l i t i e s ,  and au tho r i t i e s .  The e n t i r e  s t ruc tu re  of 

t h e  management system of organization, operation, and con t ro l  

should be designed t o  achieve t h i s  general  object ive.  The 

That respons ib i l i ty  must 

audi tor ' s  job  i s  t o  t e s t  the working of t h i s  control  system, 

probe apparent weaknesses, and repor t  on conditions found, 

together with object ive conclusions and construct ive recom- 

mendations. 
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I n  reviewing t h e  management system, t h e  a u d i t o r ' s  

f i r s t  concern i s  t o  f i n d  out  how management o f f i c i a l s  s a t i s f y  

themselves a s  t o  whether t h e i r  p rescr ibed  p o l i c i e s  are be ing  

followed, whether authorized and prescr ibed  procedures are 

e f f e c t i v e ,  and whether they are being appl ied i n  an e f f i c i e n t  

and economical manner. 

i ng  point--and a perspec t ive  from t h e  manager's viewpoint 

t h a t  i s  so e s s e n t i a l  t o  acceptab le  a u d i t  results. 

This g ives  t h e  aud i to r  a good start-  

I n  add i t ion ,  i f  t h e  management has developed, as p a r t  

of . its c o n t r o l  system, techniques f o r  measuring o r  eva lua t ing  

performance a g a i n s t  s p e c i f i e d  ob jec t ives  o r  c r i te r ia ,  t h e  

aud i to r  should i n q u i r e  i n t o  them t o  see whether he can use 

them i n  h i s  eva lua t ion  work. 

however. 

as  a b a s i s  for judging performance. 

H e  should n o t  use  them b l i n d l y ,  

H e  m u s t  b e  s a t i s f i e d  t h a t  they  are l o g i c a l  and v a l i d  

I f  no such procedures have been developed, t h e  a u d i t o r ' s  

job  usua l ly  reso lves  i t s e l f  i n t o  a s c e r t a i n i n g  whether some 

waste o r  uneconomical opera t ion  i s  occurr ing o r  whether t h e r e  

i s  some less c o s t l y  o r  more e f f e c t i v e  a l t e r n a t i v e  t o  t h e  way 

i n  which t h e  opera t ions  being examined are conducted. 



NAVY INVENTORIES ON SHIPS 

The Navy goes t o  the Congress each year with budget 

requests to buy large amounts of repair parts and supplies to 

meet the operational requirements of its 700 active ships 

and 600 inactive ships. 

e 

GAO audited the Navy's system f o r  managing 

shipboard inventories to see whether it was nfaking good use 

of the parts and supplies it already bwned. 

Audit findings : 

--About $6 million of excess inventories were loaded on 

57 new ships because of delays in putting,into effect 

revised policies as to quantities, numbers, and types 

Of items to be carried on ships. 

--Over $2.million of repair parts were accumulated at 

2 private shipyards because the inventories for 14 

sh ips  were bought before firm requirements had been 

established, 

--Millions of dollars of excess inventories were held 

at private shipyards for periods up to 5 years and thus 

were noc being made available t o  fill other needs. 



- - A t  one Navy shipyard over 1000 useable items were 

removed from ships being modernized. They were 

unnecessarily disposed of and then replaced with new 

items. 

--Nearly $60 million worth of excess inventories are 

accumulated on Navy ships during the 3-year period 

between supply overhauls. Much of this could be used 

on other ships.  The Navy's record system is simply - _  

inadequate to enable prompt identification of 

excesses on some ships and redestributing them to 

others where needed. 

--About $100 million worth of idle inventories is 

located on inactive ships and at inactive ship 

maintenance facilities. About $20 million of this 

could be used without impairing the mobilization 

readiness of inactive ships, 

The Navy generally agreed w i t h  the intent of GAO'S  

recommendations for improving i t s  system but not always 

with the specific methods suggested. It did acknowledge that 

it was taking some actions. 

(Economies Available Through Improved Management of 
Navy Shipboard Inventories--B-l25057--April 9, 1973) 



AIRMAIL SERVICE 

The volume of airmail  handled by the U.  S. P o s t a l  

Service f e l l  from about 2 b i l l i o n  pieces i n  1967 t o  about 

1.5 b i l l i o n  pieces i n  1971. 

a program t o  reverse th i s  decline and t o  increase the volume 

by about 20 percent o f  the 1967-71 decline so 

p o s t a l  revenues. This objective was t o  be achieved by 

improving airmail  service and by publicizing the merits of 

the service. 

The P o s t a l  Service in s t i t u t ed  

as t o  increase 

The GAO audit  of t h i s  program brought out tha t :  

1. Airmail volume continued t o  decline. 

2. The P o s t a l  Service had not made a study of the 

potential  demand f o r  improved service t o  determine 

whether the r e su l t s  would be worth the increased 

costs  t o  be incurred. 

Test procedures adopted fo r  finding out whether 3 .  

del iver ies  were on schedule were inadequate and 

produced misleading r e su l t s .  

The GAO evaluation included d i r ec t  contact with enough 

large users of airmail service t o  r a i se  the question as t o  

whether the objectives of the program would be achieved. 



The report recommended reevaluation of the program to 

determine whether it could be modified to better meet con- 

sumer needs and thereby increase participation or whether 

it'should be curtailed. The Postal Service agreed. 

The report a l so  recommended that in the future adequate 

studies be made before undertaking service improvement 

programs to better insure tha t  enough additional revenues 

would be produced to cover the additional costs. The Postal 

Service also agreed with this recommendation. 

(Airmail Improvement Program Objectives Unrealized-- 
United States Postal Service--B-114874--Auge 6,  1973) 



FLOOD INSURANCE 0 

The National Flood Insurance Act of 1968 provided f o r  

the f i r s t  time a na t iona l  program to provide insurance against  

property losses from f l o o d s ,  Previously, such insurance w a s  

obtainable ,  i f  a t  a l l ,  only a t  prohibi t ive cos t .  

That such insurance i s  needed i s  shown by the f a c t  t h a t  

during the  past f i v e  years’, f loods i n  the United S ta t e s  have 

. I. 
. . . I  

_ r  . 

caused property losses  of almost $5 b i l l i o n  and hundreds of 

deaths.  

The insurance program has two bas ic  objectives:  

1. 

2, 

Provide property owners with flood insurance. 

Encourage flood-prone communities to adopt land use 

and control  measures t o  reduce flood damage t o  property.  

A GAO audi t  of t h i s  program highlighted these problems: 

1. O f  the  5200 communities i n  t h i s  country subject  t o  

flooding, only 1700 o r  one-third were i n  the program 

a t  the  time of  the audi t  (March 1973).  

2. -Many communities t h a t  d i d  not  pa r t i c ipa t e  were not  

even aware of the program. The main reason f o r  t h i s  

w a s  t h a t  the Federal agency administering the program 

d i d  not  communicate with them and explain the  program 

and i t s  benefi ts .  



3 .  Pfaximum insurance coverage was not available t o  

over two-thirds of the par t ic ipat ing communities 

because of  the Federal agency's i nab i l i t y  t o  make 

the required f lood  plan studies that  were necessary 

t o  es tab l i sh  f l o o d  r i s k  and insurance r a t e s .  

4 .  The Federal agency was slow i n  reviewing and approv- 

ing the proposals of those communities tha t  had 

submitted plans t o  improve land use and re la ted  

control measures to  reduce flood losses.  Some of  

the plans d i d  not meet required standards but the  

communities had not been so advised and the Federa l  

agency had no program t o  monitor how communities 

carried out t he i r  plans. 

In pa r t ,  the weaknesses i n  administering the program were 

due t o  lack of adequate s t a f f ing  i n  the Federal agency and 

i t s  budget request included additional positions to enable 

it t o  operate more successfully. 

several specific recommendations fo r  improving program opera- 

The audit  report included 

t ions  so that  it would come closer t o  achieving the objectives 

fo r  which it was established. 

(Actions Needcd t o  Provide Greater Insurance Protection 
t o  F lood - Prone C ommuiii t i e  s - -Feder a 1 Insurance Adminis tra- 
t i o n ,  Department of Housing and Urban Development-- 
B-l78737--3uly 1 9 ,  1973)  

. '. 



PREVENTIVE MAINTENANCE 

The Naval Air Rework Facility at Alameda, California, 

is one of seven such installations operated by the Navy f o r  

overhaul work on aircraft, engines, and missiles. Costs at 

Alameda run over $125 million a year. 

employees. 

There are over 6000 

A GAO industrial management review at this facility 

was completed recently. 

efficiency of performance. 

preventive maintenance. We found numerous failings in the 

Such reviews are aimed at determining 

Among the operations reviewed was 

way this 

1. 

2. 

3 .  

4 .  

5. 

6. 

7. 

function was being carried out including: 

Inadequate maintenance records. 

Disregard of manufacturers’ recommendations. 

Inadequate preventive maintenance checks. 

Incomplete instructions for such checks. 

Poor work scheduling. 

General lack of supervision of maintenance crew. 

Poor use of assigned maintenance employees. 

In the light of weaknesses such as these, the report 

noted that the management had no assurance that the $2 million 

spent each year on maintenance provided any of the advantages 



of a well-run program. 

the installation management took action to strengthen its 

maintenance program. 

After dLscussion of these o,servations, 

This particular review was at a Government installation. 

We have made similar reviews in contractor plants and have 

found some of the same failings there with respect to equip- 

ment maintenance activities. 

(Industrial Management Review of the Naval Air 
Rework Facility, Alameda, California--Department 
of the Navy--B-l33014--July 3 ,  1973) 



PACKAGING OF DEFENSE MATERIALS 

A recent  GAO audi t  of packaging pol ic ies  and prac t ices  

of the Department of Defense produced these findings: 

1. 

2.  

3 .  

We 

The Department spends mil l ions of do l la rs  every 

year fo r  packaging t h a t  i s  beyond what i s  necessary 

f o r  adequate protect ion of the mater ia ls  purchased 

o r  by r e q u i r h g  contractors  t o  meet mi l i t a ry  

packaging requirements when t h e i r  own c o m e r c i a l  

packaging i s  f u l l y  adequate. 

Department managers do not  know and r a re ly  determine 

the s u i t a b i l i t y  of c o m e r c i a l  packaging and packing 

and r e l y  on m i l i t a r y  spec i f ica t ions  which have become 

voluminous, r epe t i t i ous ,  redundant, o r  not  appl icable .  

Adherence t o  department packaging spec i f ica t ions  

when commercial packaging would be adequate r e s u l t s  

i n  higher cos ts  t o  the Government. 

found t h a t  the  Defense Supply Agency and the Army had 

made progress i n  reducing packaging requirements ( a t  estimated 

savings of over $12 mil l ion a year) but t h a t  the Navy and the  

A i r  Force continued t o  requi re  a very high l eve l  of  protect ion.  

We expressed the view t h a t  an analysis  of s torage,  t ransportat ion,  

and usage infornlation by inventory managers and packaging 



technicians,  together with an evaluation by buying a c t i v i t i e s  

o f  commercial packaging and packing offered by bidders and 

contractors  would provide the  bas i s  f o r  making more r e a l i s t i c  

judgments as t o  packaging t h a t  w a s  necessary f o r  adequate 

protect ion a t  minimum cos t .  

The basic  point  made was t h a t  b e t t e r  management of t h i s  

aspect  of procurement could produce subs tan t ia l  savings of 

public funds--perhaps as much as 10 percent of the  value of 

procurements. 

(Savings Attainable  by Revising Packaging i n  the 
Department of Defense--B-l57476--May 21, 1973) 



USE QF FLIGHT SIMULATORS -IN TRAINING MILITARY PILOTS 

The Government spends many mil l ions of do l la rs  each yea r  

t o  t r a i n  mi l i t a ry  p i l o t s .  A GAO review of p i l o t  t r a in ing  

a c t i v i t i e s  i n  the  A i r  Force and Navy brought out t h a t  these 

services  were not  using f l i g h t  simulators near ly  t o  the  

extent  t ha t  commercial a i r l i n e s  do. Signif icant  advances 

have been made i n  simulators which can dupl icate  the operat ing 

cha rac t e r i s t i c s  of f ly ing  and f l i g h t  environment. Excel lent  

t ra in ing  t h a t  i s  reasonably r e a l i s t i c  can thus be provided 

a t  considerably l e s s  cos t  and with grea te r  safety.  P i l o t  

prof ic iency can be g rea t ly  improved because of opportunity 

t o  prac t ice  more frequent ly  and longer and t o  devote more 

of the ava i lab le  ac tua l  f ly ing  t i m e  t o  complex maneuvers 

t h a t  c a n ' t  be f u l l y  simulated. 

While absolute measures of f inanc ia l  savings were 

impossible t o  make, GAO estimated t h a t  annual savings from 

grea te r  use of simulators could range anywhere from $450 

mill ion t o  near ly  $1 b i l l i o n .  These estimates r e l a t e  t o  

economy i n  public expenditures which i s  important. Equally 

important i s  t h a t  good t r a in ing  can be provided w i t h  

r i s k s  t o  p i l o t s '  l i ves  due t o  ac tua l  t ra in ing  f l i g h t  accidents .  

less 



Another benefit  of  par t icular  current importance i s  the 

lessened use of airplane fue l  made possible by greater  use 

of simulators. 

The GAO r e p o r t  made it clear that  the military services 

were Caking steps t o  increase t h e i r  use of simulators. 

Several recommendations were advanced to focus continued 

at tent ion on the importance of t h i s  subject. 

(Greater Use of Flight Simulators i n  Military P i l o t  
Training Can Lower Costs and Increase P i l o t  Proficiency-- 
Department of  Defense.--B-l57905--Aug. 9,  1973) 



SHELLFISH 

The Food and Drug Administration has as one o f  i t s  many 

r e spons ib i l i t i e s  €or protect ing American consumers the  j o b  

of insuring t h a t  food shipped i n  i n t e r s t a t e  I commerce i s  sa fe ,  

pure, wholesome, and processed under san i ta ry  condi t ions.  

She l l f i sh  such as oys te rs ,  clams, and mussels a r e  covered by 

the  l a w  assigning t h i s  responsibi l i ty&. 

' 

I 

Several months ago, GAO completed i t s  study of how e f f ec t ive  the 

system i s  f o r  making sure  t h a t  po ten t i a l ly  harmful s h e l l f i s h  do 

not  reach American consumers. 

S ta tes .  

There are 20 s h e l l f i s h  producing- 

GAO made its s tudy  i n  4 States which accyunted f o r  

over ha l f  the t o t a l  production. 

The study included having water samples  from approved 

,growing areas  analyzed, going with FDA inspectors  on t h e i r  

inspections of s h e l l f i s h  p lan ts ,  and having s h e l l f i s h  meat 

samples analyzed f o r  bac te r ia  counts and presence of tox ic  

metals and pes t ic ides .  

Among the weaknesses found i n  the sys t em as it  operates  

were the following: 



1 S h e l l f i s h  which do n o t  meet prescr ibed b a c t e r i o l o g i c a l  

s tandards d o  reach consumers i n  d i s tu rb ing  q u a n t i t i e s .  

(31% of GAO’S samples exceeded the al lowable l i m i t s )  

2 .  FDA does no t  adequately monitor t he  States t o  make 

su re  t h a t  s h e l l f i s h  marketed are  pure,  s a f e ,  and 

wholesome. It does n o t  a c t  promptly t o  c l o s e  areas 

of  poor water q u a l i t y  and some are not  c losed a t  a l l .  

The States do  no t  make s u r e ’ t h a t  she ’ l l f i sh  are 
d 

3 .  
\ 

harvested from only safe waters and processed under 

s a n i t a r y  condi t ions .  

30 s h e l l f i s h  p l a n t s  and over % of thesee were judged 

GAO p a r t i c i p a t e d  i n  i n s p e c t i n g  

t o  be very  unsan i t a ry .  4 

GAO made a series of specif ic  recommendations f o r  actions 

considered d e s i r a b l e  t o  improve t h e  system. 

From an a u d i t  s tandpoin t ,  i t  i s  important t o  understand 

i n  t h i s  case t h a t  GAO a u d i t o r s  are n o t  b a c t e r i o l o g i s t s .  

do n o t  need t o  be.  

arranged w i t h  t h e  agency t o  have t h e i r  exper t s  help us i n  our 

a u d i t .  

They 

But t h i s  e x p e r t i s e  was needed and w e  

(Pro t e c  t ing  t h e  Consumer from P o t  en t i a l l  y Harmful 
S h e l l f i s h  (Clams, Mussels, and Oysters)--Food and 
Drug Administration , Department of Health,  Education , 
and Welfare--B-l64031(2)--March 29 ,  1973) 



PEANUT PRICE SUPPORT PROGRAM 

As part of the national farm program, the Federal Govern- 

ment conducts programs to support the prices received by farmers 

who grow peanuts. 

producing States. 

In 1968, the GAO completed a report on this program point- 

This is an important farm commodity in 10 
s 

ing out  that the Government had 1ost:about $270 million on 

this program during the 12 years from 1955 through 1966 and 

that losses over the next 5 years would probably amount to 

nearly $250 million. The reason for the losses was the fact 

that the price-support law sec a minimum of 1,610,000 acres 

for growing peanuts but improvements in production technology 

resulted in much higher production than anticipated. The 

quantityvproduced outstripped the demand and the Department of * 

-AgrFculture was left to dispose of the surplus it acquired 

through its price support program. 

The GAO report recommended remedial legislation. Bills 

were considered but because of lack of agreement between growers, 

manufacturers of peanut products ~ and the Departnent of 

Agriculture, no changes were made in the law. 



e 0 
In the meantime, production continued to increase. GAO 

completed a follow-up study a few months ago and pointed out 

that the Government's losses for the 5 years through 1971 were 
- , I  

I i '  

( * '  
t 

nearly $280 million. For 1972 alone the l o s s  was over $100 million. 

The new report again cited the minimum acreage provision of 

the basic price support law as the culprit and again recommended 

changing the law to remove that provision and give the Secretary 

of Agriculture flexibility to support peanut prices to growers 

without encouraging the production of unneeded surpluses, 

At this point we do not know what will happen. The Depart- 

ment of Agriculture, more familiar than we with the problem, has 
~, 

some reservations about such a change. The industry s a i d  it was i 1 
d trying to expand markets and suggested no change in the program. 

But in the meantime, the subsidizing of unnecessary production ! 
I 

t at a loss goes on. L 

This case illustrates that the main problem with the program 
L 

! 
t 

is financial in nature--heavy losses €or the taxpayer to assume. 

The report did not question the effectiveness of the program in 

supporting peanut prices and assuring an adequate supply. 
6 € 

t 

(Need Intensifies to Amend Legislation to Reduce 2 

Government Losses on Peanut Price-Support Program-- c 

Agricultural Stabilization and Conservation Service-- 
1 
5 

Commodity Credit Corporation--Department of Agriculture-- 
B-l63484--April 13, 1973) 5 

. .  , 




